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Abstract 
The objective of this paper is to discuss the impact of globalisation on economic cooperation between Malaysia and India. It 
analyses to what extent globalisation has brought about closer integration between Malaysia and India and the role of the state in 
stimulating this bilateral cooperation. First, the paper provides a brief background on the economic cooperation. The second section 
provides a critical assessment of the literature on globalisation and role of the state. The third section evaluates the role of the state 
as one of the key drivers in directing and promoting economic relations between Malaysia and India. 
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1. Introduction 
In a report released by the Malaysia External Trade Development Corporation (MATRADE) in 2013, Malaysia is 
the 12th most competitive economy in the world for doing business, partly attributed to the nation’s advanced foreign 
trade policy and open market (See MATRADE http://www.matrade.gov.my/en/malaysian-exporters/services-for-
exporters/trade-a-market-information/trade-statistics). In fact, India has consistently been an important trading partner 
for Malaysia. Since 1998, India has been Malaysia’s largest export destination in the South Asian region (MITI Report 
2013). Bilateral trade between Malaysia and India is on an upward trend. From 2003-2013, trade has increased by 
more than four-fold. In 2013, trade with India amounted to US$13.38 billion (RM42.12 billion), an increase of 2.4% 
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as compared to 2012. Exports contracted by 12.2% to US$8.17 billion (RM25.74 billion). Imports recorded a 
tremendous increase of 38.8% to US$5.21 billion (RM16.38 billion) (MITI Report 2013).  Although economic and 
commercial relations are emerging as the mainstay of the bilateral relationship, the existing volume of trade between 
Malaysia and India can be still improved.  Hence, Malaysia is working closely with India to achieve the growth in the 
necessary sectors. Trade and investment with India have been in Malaysia’s favour since 1992when India opened up 
its economy and adopted the Look East Policy (LEP) in 1991. For the year 2013, India was one of the trading partners 
that recorded expansion in trade with Malaysia. Figure 1 shows that the balance of trade which is in favour of Malaysia 
from the year 2003 (US$ 1.9 billion) to 2013 (US$ 3.0 billion), has been on an upward trend. However, the trade and 
investment with India have been in Malaysia’s favour. Besides engaging in trade, Malaysia and India are also active 
investment partners. Malaysia and India are important destinations for Foreign Direct Investment (FDI). Both 
countries have adopted proactive investment policies and measures to attract FDI inflows. Both countries are also 
becoming increasingly significant sources of outward investment.  
 
 
Source: Ministry of International Trade and Industry, Malaysia 
Although two-way investment flows between Malaysia and India have so far been limited, the continuous 
investment flows and increase in bilateral trade in recent years indicate that there is potential for increased investment 
flows between the two countries. It is interesting to see how in the era of economic globalisation the respective 
governments are expanding to increase the nation’s economy, while transnational actors such as multinational 
corporations, institutional investors and also non-governmental organisations, undoubtedly influence the national 
policy. This is because there has been much debate about whether globalisation is undermining state sovereignty and 
the role of the state itself. 
 
2. The Debate: Globalisation and State Power 
 
The standard argument concerning the impact of globalization on the nation-state holds that the new globalised 
economy allows companies and markets to allocate the factors of production to their greatest advantage, and without 
the distortions of state intervention (Hirst & Thompson, 1999). It is further argued that the process of globalization is 
increasing the integration of economies, polities, and cultures, producing a tendency toward uniformity and the 
domination of transnational capital, ideas, symbols and values on a world scale. Thus, global forces are seen to be 
eroding the ability of individual nation-states to regulate economic activity, to harmonize conflicting interests, and to 
control political processes as well as cultural values and practices within national boundaries (Ardic, 2009). It is also 
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strongly argued that growing interdependence in the world and the pressures of globalization impact the nation-state, 
and modern conditions reveal new identities, meaning that the nation-state is no longer the only option for loyalty or 
the primary basis of identity (Lakiv, 2011). The prevailing view is that the era of the nation-state is over, and that 
national-level governance is ineffective in the face of globalised economic and social processes (Hirst & Thompson, 
1999). 
Various commentators say that contemporary globalization has deprived the state of its sovereignty (Camilleri & 
Falk, 1992; Wriston, 1992; Sassen, 1997 in Jan Aart Scholte, 2000). Many analysts have linked the growth of global 
relations to the ‘diminished nation-state’, ‘the decline of the nation-state’ and ‘retreat of the state’. Other writers have 
also termed it as ‘the extinction of nation-states’ (Horsman & Marshall, 1994; Dunn, 1995; Ohmae, 1995; Khan, 1996; 
Bauman, 1998; in Jan Aart Scholte, 2000). Carnoy (2001) argues that globalisation may indeed mean the end of the 
nation-state if the nation-state fails to redefine itself to meet the new faces in the global environment. In addition to 
this, Weiss (1999) claims that globalisation has by and large become synonymous with state power erosion. It is being 
argued that in the face of unprecedented globalization, states can no longer be sovereign in the traditional sense of the 
word – i.e. a state cannot in contemporary globalizing circumstances exercise ultimate, comprehensive, absolute and 
singular rule over a country and its foreign relations (Jan Aart Scholte, 2000). Nation-states are perceived to become 
the local authorities of the global system. Authors like Ohmae (1990, 1993) and Reich (1992) argue that the job of 
nation-states is like that of municipalities within states heretofore, to provide the infrastructure and public goods that 
business needs at the lowest possible cost (Hirst & Thompson, 1999). David Held (1995, 1998) and Anthony McGrew 
(1997) in Ardic (2009) suggest that both the autonomy and sovereignty of the nation-state have been weakened by 
globalization through various international and transnational institutions that have developed since World War II. 
Another set of arguments is that globalization has taken world politics away from the state-centric to a multi-layered 
paradigm. The authority of a state is more diffused across sub-state (municipal & provincial) and supra-state 
(regional).  
 
2.1 Economic globalization undermining role of state 
 
Economic globalization involves production, distribution, management, trade and finance. The key features of 
economic globalization may be stated as follows:- multinational corporations (MNCs), foreign direct investments 
(FDI), transformation in financial markets such as increased financial flows, national capital becomes integrated with 
international financial capital, the characters of markets, commodities, production and business organization shifts to 
global perspective, high level of trade (trade liberalization), and global market for many goods and services (facilitated 
by internationalisation of production, transportation and communication infrastructures). It is claimed that a global 
economy has emerged, in which distinct national economies pursuing domestic strategies of economy management 
are increasingly irrelevant. The world economy has internationalized its dynamics in which transnational corporations 
exercise significant control, and nation-states are no longer its principal actors or major agents (Mittelman, 1997). 
Based on these features of economic globalisation, there are arguments that economic globalisation especially the 
activities of the multinational corporations (MNCs), massive international financial flows and growth of international 
trade – which have been supported by technological advancement and development of communication, challenges the 
state. According to Sassen (1997, 2000), “In reducing the existing regulators role of states was the necessary 
mechanism…cities that are strategic sites in the global economy tend to become disconnected from their region and 
even nation”. National governments are no longer in control of the spread of ideas, capital, technology, labour, trade 
or economic assets. It is argued that national governments now have less influence on business transactions; 
globalisation leads to increasing interdependence and greater international competition. It is further argued that in 
economic globalisation national governments will lose control of national economic policies and their own economic 
future. For instance, when deregulation and transnationalization are key characteristics of the economy of any 
industries and globalization seems to be driven by multinational companies without strong national attachment, this 
leads to the inevitable conclusion that the role of state is no longer important (Sassen, 1997). Therefore, economic 
globalisation is putting an end to the system of independent sovereign states thus resulting in the diminution of the. 
This argument is explicitly presented in various works as mentioned above. The general thrust of the above analysis 
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on the link between globalisation and the nation-state is that economic globalisation extends the economy beyond the 
boundaries of the nation-state and hence its sovereignty would consequently be undermined. 
 
2.2 The Counter Argument: States Still Matter 
 
The prevalent belief that the process of globalization has been undermining the role of the nation-state either in 
economic, political or and cultural aspects has been challenged by the supporters and believers of the nation-state. 
Scholars like Thomson and Krasner (1989), Mann (1997), and Hirst and Thompson (1999) have insisted that 
globalization has done nothing to undermine sovereign statehood. Michael Mann (2001) argues that nobody is denying 
the existence of globalization, or its impact on the nation-state in contemporary society. Rather the critical dispute is 
usually about the degree to which this process has been influential, with proponents of the idea of the retreat of the 
state somewhat exaggerating its demise. Mann’s argument is that a modern state fuses a range of functions together 
within a ‘single caging institution’ and that this institution is still in a sense maturing rather than being in the last gasp 
of senility and decrepitude. He stress that the role of the state is in a healthy shape (Holton, 1998: 103). Moreover, the 
global cross-border mobility of certain kinds of economic processes is, for example, more easily perceived and policed 
by nation-states than other kinds. 
At the U.N. Millennium Summit held in September 2000, a document was issued, called the Millennium 
Declaration, comprising a statement of common values and principles, as well as a list of specific common objectives. 
Some of the specific initiatives outlined were in the areas of peace, security, and disarmament, development and 
poverty eradication, protecting the environment, human rights, democracy, and good governance including 
strengthening the United Nations. It is noteworthy that the primary agent for pursuing these common goals remains 
the state. Therefore, it is difficult to conclude that the state is obsolete when the United Nations document relies upon 
states as key agents in pursuing these goals (Dhanapala, 2001). Martin Wolf (2001) argues that today’s growing 
integration of the world economy characterised by rapid communication, high immigration flows, market 
liberalization and global integration of the production of goods and services is  not unprecedented. Wolf suggests that 
despite the many economic changes that have occurred over the course of a century, neither the markets for goods and 
services nor those for factors of production appear much more integrated today than they were a century ago. He 
further provides a counter argument to the view that diminishing cost of communication, transportation, advance in 
telecommunication technology have contributed very much to the globalisation process. According to Wolf, it is the 
policy, and not technology that has determined the extent and pace of international economic integration. 
Similar to Wolf’s work, Loong Wong (2004) provides Malaysia’s perspective and its engagement with 
globalisation. Wong’s central argument is that Malaysia as a nation-state furnishes a reminder that states will continue 
to matter and play an important role despite the seemingly unstoppable force of globalisation. According to Wong, 
globalisation is a multi-dimensional concept and there is a broad consensus in Malaysia that globalisation is not a 
uniform concept and it has far-reaching effects on the daily lives of Malaysians.   
Hirst & Thompson (1999) argue quite strongly that nation-states are still the most powerful actors especially in the 
economic sphere. They do not deny the growth in trans-border political issues that could erode the distinction between 
domestic and foreign affairs such as overlapping interests in issues such as environment, health, trade and finance. 
Hence they suggest that there is a need for trans-boundary coordination and control. Similarly, related arguments have 
reaffirmed that global flows do not necessarily undermine the state and indeed may in some cases strengthen it. It is 
important to stress that states have had differential capacities to respond to globalization. As Michael Mann (2001) 
suggests, globalization has a differential effect on states and the effects are uneven. For example, economic 
globalization may undermine some nation-states in the administration of certain aspects of their economies, but at the 
same time national governments function as a medium for the regulation of increasingly globalizing economic 
relations as well. He draws four conclusions in relation to the impact of globalization on the nation-state: (i) it has 
differential impacts on different states in different regions, (ii) some global trends weaken, others strengthen nation-
states, (iii) some national regulations transform into international and transnational regulations, (iv) some trends 
simultaneously strengthen both the nation-state and transnationalism. 
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3. Malaysia-India Economic Cooperation: The State - The Key Driver 
 
The economic integration between Malaysia and India is a classic case of mutual comparative advantages in trade. 
It is also a case to rebutthe eroding role of the state in the era of globalisation. The two governments have recognized 
the wide mutuality of interest and have set up an elaborate, comprehensive architecture of cooperation. Based upon 
the articulation and exploration of strategic partnership and the implementation of the Malaysia-India Comprehensive 
Economic Cooperation Agreement (MICECA, signed on 24 September 2010,  and came into force on 1July 2011) 
together with newer interactions through various ASEAN forums,  the bilateral trade between Malaysia and India will 
only increase in time to come. Although both nations understand the challenges and limitations in pursuing trade and 
investments, opportunities still remain very high. Both nations have implemented various policies and incentives that 
encourage trading and investment in each other’s countries. Malaysia is actively promoting the diversification of the 
country’s industrial base towards high value-added industries, high technology and knowledge-based industries, 
manufacture of intermediate and capital goods, and supplementary and supporting industries. Emphasis is also placed 
on the promotion and development of services such as education, tourism and manufacturing-related services such as 
research and development; design and prototyping; integrated logistics and marketing; and regional establishment 
such as operational headquarters; international procurement centres; and regional distribution centres. Besides this, 
Malaysia offers fiscal and non-fiscal incentives for promoted products/activities in the manufacturing and services 
sectors. In the manufacturing sector, incentives are granted for the manufacture of promoted products. In the services 
sector, these include incentives for R&D, training, operational headquarters, regional distribution centres, international 
procurement centres, regional offices/representative offices, integrated marketing and integrated logistics. These 
incentives are provided for under the Promotion of Investments Act 1986 (Amendments 2007), Income Tax Act 1967, 
Customs Act 1967, Sales Tax Act 1972 and Excise Act 1976 (See http://www.miti.org.my). 
One of the main factors contributing to the enhanced Malaysia-India economic relations is the globalization 
process. For India, globalization has brought immense economic benefits. Globalization has impacted almost all 
sectors of the Indian economy and achieved versatile development (A.P. Dongre, 2012). When India went through 
economic crisis in 1991, foreign investors had lost confidence in India. Fiscal deficit was very high then and India 
was losing its capital flow. Thus, as part of India’s liberalization, privatization, and globalization (LPG) strategy, India 
initiated various policies such as reforming industrial policy, developing national infrastructure, creating an open 
economy with a substantial reduction in state control, and increased financial liberalization. This continuing economic 
liberalization has moved the country towards a market-based economy. By 2008, India had established itself as one 
of the world’s fastest growing economies (http://www.en.wikipedia.org/wiki/Economy_of_India). Hence, 
globalization has not only increased its GDP but also intensified its interdependence in the world market, especially 
in relation to trade in goods and services as well as movement of capital (Chandrasekaran Balakrishnan, 2004). If in 
the beginning of 1991, the maximum part of India’s GDP was generated from the primary sector, today the service 
industry is the main contributor to the Indian economy. The services sector remains the growth driver of India’s 
economy with a contribution of 56% of India’s GDP in 2011-2012 (FIEO Report, 2014). Thus, the services sector is 
expected to benefit from the on-going liberalization of foreign investment such as through the ASEAN-India FTA.  
However, the most profound effect of globalization is to see how Malaysia and India have placed themselves in 
the  global economy. Besides increasing their GDP via trade and investment, economic growth had also increased 
both governments to provide the right atmosphere under which private links can be established. According to Ajit 
Singh (2013) without proper laws and rules established by the government, it would be difficult for private companies 
to undertake any economic activities.  Therefore, it is also important to highlight that the role played by the 
governments (in this case, Malaysia and India) as another important element that is contributing to the success in 
embracing globalization. For instance, the Malaysian government has  to ensure that global forces do not undermine 
national economic policies that serve the public interest and promote national stability.  The state pursues export 
promotion policies through FDI-led industrialization. In the case of Malaysia-India, there are so many agreements and 
arrangements signed and established by the governments just to provide a conducive atmosphere for the business 
community. Thus, the role of globalization has contributed towards  increasing the economic activities between 
Malaysia and India.  
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Another factor that has moved Malaysia-India economic relations to a higher level at present is the Najib-
Manmohan Singh leadership factor.† Many analysts believe that the strong bond between the two leaders have been 
the turning point for enhanced economic relations that are undergirding the current trend in  Malaysia–India relations. 
In fact, analysts perceive that the growth in Malaysia-India economic relations is essentially a tribute to the political 
leadership of both countries. And both countries should optimize these opportunities to ensure economic growth 
remains high. Besides that, the role from the government-to-governmentand stronger interaction between theprivate 
sectors is intensifying the economic relations. The Malaysian corporate sector, in search of new markets and projects 
for expansion, has found its niche in the infrastructure development and construction sectors in India. Indian 
corporates, particularly from the IT, railways and some manufacturing sectors, have responded to the special 
concessions and facilities being offered by Malaysia. 
Furthermore, many leaders from various groups (governmental, private and business community) concur that the 
Najib-Manmohan Singh factor has been the key driver in enhancing the economic sector. Compared to Prime Minister 
Abdullah Badawi (October 2003- April 2009), PM Najib was able to establish a warm relationship with the Indian 
Prime Minister. In fact Malaysia-India commercial relations recorded all-time low in 2003 when Abdullah Badawi 
scrapped a US$121 million railway contract given to IRCON (Arun Bhattacharjee, 2004). This has contributed to the 
reluctance of Indian investors to put their money into Malaysia. Moreover, only five of the 135 joint-venture 
memoranda of understanding signed by Malaysia actually took off, accounting for only 0.80% of the total number of 
joint ventures agreed on between 1991 and 2000. All this changed when PM Najib took over the leadership. It was 
also during Najib’s premiership that heembraced the idea of strategic partnership with India.  Many private sectors 
from Malaysia and India believe that the Najib-Manmohan Sigh factor is very significant and has been the driving 
force this far for the enhanced Malaysia-India economic relationship. Malaysia has been consistently in dialogue with 
India to move things faster in terms of business and trade. Among the main achievements of Najib in bringing 
Malaysia-India relations to a higher and significant level is through signing the strategic partnership, having a common 
economic agreement which include the MICECA, Malaysia-India CEO Forum and finally diversification of relations 
to include defence, socio-cultural exchange, tourism and education in the bilateral relations.  
Besides the Najib-Manmohan Singh factor, the support from the government agencies such as the Ministry of Trade 
and Industry (MITI), Malaysian Industrial Development Authority (MIDA), Malaysia External Trade Development 
Corporation (MATRADE) and Immigration Department has also been encouraging. Biennial foreign office presence 
and professional consultations, including on regional and strategic issues of mutual interest - between the Secretary 
General of the Ministry of Foreign Affairs of Malaysia and the Secretary of the Ministry of External Affairs of India 
- affirmed their commitment to further strengthen bilateral trade and investment cooperation and deepen their 
economic engagement as the core of the strategic partnership. MATRADE which is often the first reference point for 
enquiries and visits by foreign importers also assists Malaysian companies to establish their presence overseas and 
raise their profiles in foreign markets through different promotional drivers including participation in trade missions, 
specialised marketing missions and international trade fairs (See http://www.matrade.gov.my ). As a point of 
reference, MATRADE has its office in Mumbai and Chennai to facilitate Malaysian and Indian business communities 
in India.  
Perhaps the strongest case for deepening Malaysia-India economic partnership could be made out in the area of 
palm oil. India began to import Malaysian palm oil in significant volume during the latter half of the 1970s and its 
import rose steadily since then (Paul Leong, 1985). Since then, India continued to buy a substantial volume of 
Malaysian palm oil. Although palm oil has been a politicized issue in India and Malaysia, nevertheless various efforts 
have been made by both governments to come to a consensus. It became an issue when India increased the import 
duty of palm oil to protect the domestic coconut oil market. The Malaysian government argued that this has placed 
palm oil at a severe disadvantage to soya oil. However, Malaysia recognizes that the palm oil issue will not affect 
Malaysia–India bilateral relations (Fatima Sta Maria, 2013). Malaysia’s palm oil industry remains one of the country’s 
most important industries. Being one of the biggest producers and exporters of palm oil and palm oil products, 
 
 
†  Prime Minister Manmohan Singh retired following the Indian General Elections in May 2014, and was replaced by Narendra Modi of the 
Bharatiya Janata Party (BJP) who was sworn in as Prime Minster of India on 26 May 2014. 
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Malaysia has an important role to play in fulfilling the growing global need for oils and fats on a sustainable basis. 
India is the world’s largest importer of palm oil and a net importer of palm oil from Malaysia. India was the second 
largest importer of Malaysia’s palm oil in 2012 after China (MIDA Malaysian Investment Performance Report, 2012: 
88). When Malaysia negotiated with India on palm oil’s duty rate, it was fixed at 45 per cent. Because of the bilateral 
agreement, India cannot bring up the duty rate above 45 percent. Given that India is a net importer of palm oil, India 
has a mechanism which helps to deal with palm oil price. When the palm oil price is low, the tax goes up and vice 
versa. India tries to keep the domestic palm oil price stable. India uses this price mechanism to level up the price so 
that the people are not burdened with the increase in the price of palm oil. India controls the price through its tax 
system. Because of this system, palm oil will not be an issue between Malaysia and India.  
Malaysia-India economic relations are further boosted by ASEAN regionalism in the context of ever-incresing 
globalization and inter-dependence. India as a part of trade policy has negotiated a number of regional trade 
agreements such as the ASEAN-India Free Trade Agreement (AIFTA) which  was signed in Bangkok, Thailand on 
August 13, 2009 and came into effect on January 1, 2010. Following AIFTA, India and ASEAN signed an agreement 
on goods in August 2011, providing tariff-free access to a range of product lines such as textiles, pharmaceuticals, 
chemicals, engineering products, processed food and auto parts among others. In 2008, before the conclusion of the 
agreement, ASEAN-India annual trade was US$30 billion, which increased to US$ 80 billion in 2012. India and 
ASEAN have also set trade targets of US$ 100 billion by 2015 and US$ 200 billion by 2022 (Geethanjali Nataraj & 
Rohit Sinha, 2013: 1).  
                         Table 1: Malaysia’s Trade Performance under AITIG 
                   Year No. of CoOs issued Total export value 
 
2012 25,870 RM5.85 billion 
2011 19,048 RM4.37 billion 
2010 11,917 RM2.27 billion 
                 Source: MITI Report 2012 
 
For Malaysia, MICECA and AITIG are seen as complementary rather than redundant trade cooperation 
frameworks. Since Malaysia is the coordinating country for the ASEAN FTA, Malaysia perceives the FTA as allowing 
Malaysian companies to increase their participation in various sectors such as business services, environment, 
healthcare, and biotechnology (New Straits Times, 2012).   
 
4. Conclusion 
 
The economic sector offers the best prospects for Malaysia-India relations in pursuing the Malaysia-India strategic 
partnership. The globalization policies and constructive approaches by both governments have are a major stimulus 
to trade between Malaysia and India. Furthermore, India’s close engagement with ASEAN is an important factor for 
Malaysia’s increasing trade with India. Given that Malaysia is the coordinating country within ASEAN for trading 
with India, this surely helps Malaysia to build a strong relationship with India. This essay discussed how globalization 
does not necessarily mean the demise of the state in the global political economy.  On the other hand, it has argued 
that the role of state is still prominent, and most importantly, the state has served as the key driver in enhancing 
economic cooperation. Therefore, Malaysia-India economic cooperation is a good case study that strongly suggests 
that states will continue to matter despite the seemingly unstoppable force of globalisation. Nevertheless, the role of 
the private sector is also important to augment the economic relations between Malaysia and India. It will depend on 
the private sectors from both countries to carry the torch of economic relations forward. Given the structure of trade 
in goods and services between Malaysia and India, it will be necessary for the private sector to take the leading role 
although the government will still continue to be the facilitator of mutually beneficial economic cooperation   
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